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Introduction

T

h e budget is an
irnport~nt tool of
econorruc management. Usually, it presents
estimates of Government
revenue and expenditure for
a fiscal year. In particular, it
states how the. government
will raise revenues and how
such revenues will be
channeled towards achieving macro-economic objectives such as growing the
economy, reducing poverty,
creating employment and
improving the living standards of the people b y
keeping inflation at a low
level. In addition, it contains
the fiscal measures that
influence general economic
activity.
The 2004 budget is significant for a number of reasons.
First, it represents the beginning of the implementation
of the medium term reform
agenda, the National Econ-

omic Empowerment and
Development Strategy
(NEEDS) which is designed
to reinvigorate the economy. Secondly, it se ts
performance targets for
major spending ministries
and puts in place monitoring arrangements. In
particular, it undertakes to
provide quarterly reports
on budget implementation
for public evaluation and
scrutiny. Finally, it expresses a determination to
enhance cash management.
The objective of this paper is
to provide an overview of
the fiscal policy measures in
the 2004 Budget. The rest of
the paper is divided into
four sections. Section 1
contains the background to
the budget, the policy thrust
and the key parameters.
Section 2 covers the
highlights esp ecially the
revenue and expenditure
estimates and identifies the
policy priorities. Section 3
examines the prospects
while Section 4 concludes
the paper.
•ntro Ban o Nigeria.

1.0
Background to the
Budget
Before presenting the 2004
budget figures it is pertinent
to do a summary review of
the performance of the 2003
budget which served as the
background to the 2004
measures. Macroeconomic
developments in the Nigerian economy in the year
2003 were mi xed. The
economy recorded a significant growth of 10.2 per
cent; inflation was estimated at 14.0 per cent, while
the external reserves stood
at US$7.6 billion at the end
of the year. The fiscal operations of the government
resulted in a lower deficit of
N202.6 billion or 2.9 per cent
of GDP relative to the 5.1 per
cent recorded in the precedin g year. Nevertheless,
several economic problems
persisted during the year.
Monetary expansion was
excessive and that exerted
pressure in the foreign
exchange market resulting
in the depreciation of the
Naira.
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In addition, str uctur al
bottlenecks in the econom y
persisted, giving rise to high
cost of production. It was
against this background that
the 2004 budget was formulated.
1.1 POLICY THRUST FOR
2004
The policy thrust for 2004
derived from the NEEDS
and include:
Job crea ti on and
•
employment genera tion
for the youth through
support for an enabling
environment for the
private sector.
•
Diversifying the economic base of the country;
•
Enhancing the quality
of life of the people
including food security
•
Achieving a low level
of inflation of not more
than 10-11 per cent; and
•
Limiting fiscal deficit
to not more than 2.0 per
cent of GDP.
r

1.2 KEY PARAMETERS
OF THE BUDGET
The 2004 budget is based on
the following key assumptions:
• Crude oil production
of 2.24 million barrels per
day
• Crude oil price of
US$25.0 per barrel
• Joint Venture call of $3.2
billion
• Inflation rate of no more
than 10 - 11 per cent per
annum

•
•

GDP growth rate of 5
percent
Exchange Rate of N136
to US$1

2.0 HIGHLIGHTS OF THE
BUDGET
2.1 Revenue and Expenditure Estimates
2.1.1 Revenue
On the basis of the above
assumptions, federally
collectible revenue was
estima ted to be N3,033.2
billion representing an
increase of 57.8 per cent
above the 2003 budget. A
breakdown of the revenue
indicates that oil revenue
will be N2,344.7 billion,
representing 77.3 per cent of
total while non-oil revenue
consisting of cu stoms and
excise, company income
tax, value added tax and
independent revenue of the
Federal Government,
amounted to N688.6 billion
or 22. 7 per cent of the total.
2.1.2
Allocation of
Federally Collectible
Revenue
Of the federally collectible
revenue, N435.2 billion was
set aside as government's
contribution to the cost of
production of oil and
N248.2 billion as 13 per cent
derivation. O ther nonfederation account items
such as value added tax
(N161.0billion), Education

tax (N18.0 billion), custom
levies (N30.0 billion) were
also deducted. So also was
the Federal Government
independent revenue which
was projected to be Nl17.6
billion. Thereafter, the
balance on federation
account available for distribution was N2,023.2 billion
and would be shared as
follows: the federal
government would receive
N981.25 billion, while the
s tate and local government
would receive N540.6
billion and N416.78 billion
or 26.72 and 20.6 per cent,
respectively. Special funds
would receive N84.6 billion
or4.18percent.
Federal Government
Retained Revenue
Federal retained revenue
was projected to be Nl,121.4
billion comprising FGN's
share of the Federation Account (N981.3 billion), VAT
(N22 .5 billion) and
Independent Revenue
(Nl 17 .6 billion). The
revenue represents an increase of N62.2 billion or 5.9
per cent above the budgeted
revenue in 2003.

2.1.3 Total Expenditure
The planned expenditure of
Government for fiscal 2004
amounts to Nl,302.6 billion
consisting of recurrent
expenditure of N539.3 million, debt service (N369.4
billion), transfers (N44.0
billion) and capital expen-

Volume 28 No. 2

diture of N349.9billion.
A breakdown of the recurrent expenditure shows
that p ayroll accounts for the
bulk (68.3%) w hile overhead and pension account
for 18.7 and 13 per cent,
respectively. As indicated
above, the planned expenditure on d ebt service
amounts to N349.0 billion
w hich is further s ubdivided into dom estic and
external debt service. It is
important to note that the
provision for the domestic
debt service appears more
realistic in the 2004 budget
than previously. In the past
the r e was a delibe rate
under-provision. Furthermore, there are indications
that, unlike m the past,
payments in respect of
external debt service will be
applied to reducing the
stock rather than for interest
and p enalty payments only.
2.2 BUDGETPRIORITIES
The 2004 budget shows that
66 per cent of total capital
expenditure has been
targeted at the priority
sectors including roads,
water resources, power,
agriculture, ed uc at ion,
health and security. For
examp l e, bud ge t ary
allocation to education at all
levels rose to NSS.4 billion
from N48.2 billion in the
preceding year. Similarly,
the allocation to healthcare
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rose from 52.0 billion to
N60.0 billion representing
an increase of 15.3 per cent.
The emphasis of the health
programme is on upgrading
the h e althcare d elivery
system focusing on control
of HIV/ AIDS as well as
malaria and other communicable diseases.
Furthermore, it is expected
tha t special attention will be
given to national immuniza tion program. U nderscoring the commitment of
the governme nt to the
enl1anced performance of
the power sector there was a
16 p er cent increase in the
allocation to the sector. The
strategy is to improve the
p erformance of N EPA .
Another priority area is
agriculture. The objective in
the sector is to consolidate
the performance of the
preceding year when a
tremendous growth of 7 per
cent was recorded. Some of
the programs includ e
greater support for research
and ex ten sion services,
imple m entati o n of th e
presidential initiative on
rice, cassava, livestock, and
vegetable oil as well as
provis ion of inputs to
farmers at reasonable prices
and on time. Closely related
to a griculture is water
supply. The government
intends to improve access to
clean potable water as well
as m ake water available for
agricultural p urposes .

Finally, governm e nt 1s
convinced about the need
for protecting lives and
property and is committed
to making visible,
significant and sustained
pro gr es s in th e area .
Overall, the intention is that
as m ore resources
are
focused on the identified
priority areas, opportunities w ill open for business
to create jobs in agriculture,
small and m edium enterp ri ses, manufa c turin g,
ser v ices, and the solid
minerals sector.

2.3 Overall Balance
With the projected
expenditure of the federal
government put at Nl ,302.5
billion and retained revenue
of Nl ,121.4 billion the fiscal
operation of the Federal
Governmen t i s thu s
projected to result m a
deficit of N181.1 billion or
2.1 per cent of GDP. The
defi c it repres e nt s a
substantial reduction from
the past deficits. This shows
the determination of the
government to bring its
spending more in line with
the available revenue and
thereby introducing greater
fiscal discipline.
2.4 Financing
The deficit is expected to be
financed by recourse to the
capital m arket in addition to
the utilization of recovered
looted money. The plan

......_____________~r--------------'
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involves working out an
issuance program by the
Debt Management Office
such that the total financing
required could be raised
over a period of seven
months. With better cash
m anagem ent, government
will go to the market early
and raise funds in small
tranches such that the
capital market can provide
the money without unnecessary disruption. This
is a r emarkable move
because in the past the
financing of deficits was
largely through the banking
system. Such a mode of
financing was detrimental
to the effectiveness of
monetary policy. However,
there are reasons for apprehension. Even though
Government has indicated
that it will use part of the

I

recovered looted funds to
finance the deficit, raising
about Nl00.0 billion from
the market in the period
indicated will require
raising interest rates which
will not be popular. It may
also crowd out the private
sector as high interest rate
may discourage private
investment as it will divert
the flow of credit to the
public sector.
3.0 PROSPECTS

There are good prospects
that oil sector performance
will continue with enhanced revenue flow. In other
words, if the current high
price of oil in the international market is sustained
and expenditure does not
rise in tandem, then finance
is not likely to constrain
most of the objectives of the

budget. The current ban on
a number of imported products may adversely affect
the realization of the non-oil
revenue projections especially import duties. Besides
there is need to strengthen
the administrative capacity
for budget monitoring. The
due process mechanism
already in place which is
designed to en s ur e
transparenc y, accountability and value for money
especially in the procurement of goods and services
should be sustained. It is
also pertinent to note the
likel y impact of th e
monetization of the fringe
benefits of civil servants that
may increase recurrent
expenditure in the short
term but is likely to reduce
in th e long run . An
important innovation in the
2004 budget is the desire to
ensure that funds allocated
are promptly released. An
important ins ti tu tional
measure in this regard is the
setting up of a cash management committee headed
by the Honourable Minister
of Finance. In the past the
execution of capital projects
was hampered by the nonrelease of funds. The new
measure is likely to remedy
the situation. Overall, it is
expected that performance
of the 2004 budget will show
a marked improvement.
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TABLEl
FEDERATION ACCOU T OPERATIONS (BUDGET ESTIMATES) 2001-2004
=N = million
2001
2002
2003
(1)
(2)
(3)

2004
(4)

Federally collectable Revenue (Gross)

2,126,500.0

1,454,080.9

1,922,547.4

3,033,213.4

Oil Revenue (Gross)
Governm en t Crude
PPT
Rent & Royalty
Gas Sales {Upstream &: LNG)
D omestic Crude
Open Acreage Allocation fee
Other Oil Revenue
Less:
First Charges on Oil Revenu e:
JVC Cash Calls
External Debt
Subs idy on Domest ic Crude
Trans fer to PTDF
13% Natural Resources Derivation Fund
NN PC Priority Projects Fund
National Judicial Counci l

1,673,200.0
862,730.0
353,430.0
163,180.0
30,000.0
241,560.0
10,000.0
12,300.0

938,180.9
241,839.2
203,176.9
133,845.1
1 9,070.9
327,448.8
0.0
11,000.0

1, 317,463.4
330,239.4
394,918.9
180,925.2
35,000.0
368,379.9
0.0
8,000.0

2,344,613.4
1,036,460.8
470,841.8
236,360.8
40,800.0
553,758.0

776,274.3
350,000.0
150,000.0
137,250.0
10,000.0
80.024.3
34,000.0
15,000.0

627, 022.l
350,000.0
168,000.0
0.0
6,000.0
73,022.1
2,000.0
28,000.0

889,765.9
441,000.0
252,000.0
0.0
0.0
171,270.3
0.0
25,495.6

683,423.7
435,200.0

Oi Revenue (Net)

896,925.7

309,158.8

427,697.5

1,661,189.7

Non-Oil Revenue
Custom & Excise
Companies Income Tax
Value-Added Tax (VAT)
Fede.rat Government Independent Revenue
Privatisation Proceeds
Proceeds from saJe o ( grains/Loans recovered
Levies
Education tax
Tax on Petro leum Products
Others

453,300.0
113,800.0
70,000.0
70,000.0
60,000.0
70,000.0
2,500.0
20,000.0
7,000.0
40,000.0
0.0

517,900.0
180,000.0
90,000.0
90,000.0
50,000.0
75,000.0
2,500.0
20,000.0
10,000.0
0.0
400.0

605,084.0
195,387.0
90,000.0
113,000.0
165,000.0
0.0
0.0
31,503.2
10,000.0
0.0
193.8

688,600.0
219,000.0
143,000.0
161,000.0
117,600.0

Federally Collected Revenue (Net)

1,350225.7

827,058.8

1,032,781.5

2,349,789.7

Allocation:
Transfor to Other Acconts 1/
Federal Government's s hare
State Government's s hare
Local Government's s h a.re
Special Funds (3.5%) 2/
FCT
Ecological Fund
Stabiliz.ation
Others

1,351,866.2
229,500.0
565,295.4
279,733.8
238,111.5
39,225.5
11,207.3
22,414.6
5,603.6
3,362.2

521,550.1
247,500.0
138,523.5
68,735.3
57,341 .3
9,450.0
2,700.0
5,400.0
1,350.0
26,538.7

1,801,188.7
319,503.2
782,788.1
353,886.6
29~,905.5
50.105.3
14,315.8
28,631.6
7,157.9
81,747.1

2,349,789.7
326,600.1
1,139,648.0
627,863.8
484,056.7
98,221.2

Balance of Revenue and Allocation:
Financing:
Reserve Accounts 3/

-1,640.5

305,508.7

-768,407.2

-1,640.5

0.0

705,407.2

VAT Dis tribu tion:
Fede.raJ Government
State Governments & FCT
Local Governments

70,000.0
10,500.0
35,000.0
24,500.0

90,000.0
13,500.0
45,000.0
31,500.0

113,000.0
16,950.0
58,500.0
39,550.0

6,392.0

248,223.7

30,000.0
18,000.0
0.0

0.0

161,000.0
24,150.0
80,500.0
56,350.0

1/ Includes trans fers of VAT, Independent revenue of the Federal Government, p r iv;;itisati on proceed s accounts, etc.
2/ Excludes 13% De rivation Funds
3/ includes tr.1nsfeTS to/from Federation Reserve Account.
Sources: Federal Government Budget Estimates (2001-2003)

4.0 CONCLUDING REM-

ARKS
The review of the 2004 budgetary prov1s10ns shows
that the budget is capable of
fostering an environment
that is supportive of longterm sus tainable development. It is therefore critical
tha t Government implem ents the budget with a

sense of commitment and
determination for the benefit of the N igerian people.

Briefing on the 2004 Budget
by the Honourable Minister
of Finance, May 6, 2004
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